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(ii) The current market value of any
securities withdrawn does not exceed 10
percent of the current market value of
the security with respect to which they
were distributed.

[Reg. T, 61 FR 20392, May 6, 1996]

§ 220.5 Special memorandum account.
(a) A special memorandum account

(SMA) may be maintained in conjunc-
tion with a margin account. A single
entry amount may be used to represent
both a credit to the SMA and a debit to
the margin account. A transfer be-
tween the two accounts may be ef-
fected by an increase or reduction in
the entry. When computing the equity
in a margin account, the single entry
amount shall be considered as a debit
in the margin account. A payment to
the customer or on the customer’s be-
half or a transfer to any of the cus-
tomer’s other accounts from the SMA
reduces the single entry amount.

(b) The SMA may contain the follow-
ing entries:

(1) Dividend and interest payments;
(2) Cash not required by this part, in-

cluding cash deposited to meet a main-
tenance margin call or to meet any re-
quirement of a self-regulatory organi-
zation that is not imposed by this part;

(3) Proceeds of a sale of securities or
cash no longer required on any expired
or liquidated security position that
may be withdrawn under § 220.4(e); and

(4) Margin excess transferred from
the margin account under § 220.4(e)(2).

[Reg. T, 61 FR 20394, May 6, 1996]

§ 220.6 Government securities account.
In a government securities account, a

creditor may effect and finance trans-
actions involving government securi-
ties, provided the transaction is not
prohibited by section 15C of the Act or
any rule thereunder.

[Reg. T, 61 FR 20394, May 6, 1996]

§ 220.7 Arbitrage account.
In an arbitrage account a creditor

may effect and finance for any cus-
tomer bona fide arbitrage transactions.
For the purpose of this section, the
term ‘‘bona fide arbitrage’’ means:

(a) A purchase or sale of a security in
one market together with an offsetting
sale or purchase of the same security

in a different market at as nearly the
same time as practicable for the pur-
pose of taking advantage of a dif-
ference in prices in the two markets; or

(b) A purchase of a security which is,
without restriction other then the pay-
ment of money, exchangeable or con-
vertible within 90 calendar days of the
purchase into a second security to-
gether with an offsetting sale of the
second security at or about the same
time, for the purpose of taking advan-
tage of a concurrent disparity in the
prices of the two securities.

[Reg. T, 61 FR 20394, May 6, 1996]

§ 220.8 Cash account.
(a) Permissible transactions. In a cash

account, a creditor, may:
(1) Buy for or sell to any customer

any security or other asset if:
(i) There are sufficient funds in the

account; or
(ii) The creditor accepts in good faith

the customer’s agreement that the cus-
tomer will promptly make full cash
payment for the security or asset be-
fore selling it and does not con-
template selling it prior to making
such payment;

(2) Buy from or sell for any customer
any security or other asset if:

(i) The security is held in the ac-
count; or

(ii) The creditor accepts in good faith
the customer’s statement that the se-
curity is owned by the customer or the
customer’s principal, and that it will
be promptly deposited in the account;

(3) Issue, endorse, or guarantee, or
sell an option for any customer as part
of a covered option transaction; and

(4) Use an escrow agreement in lieu
of the cash, cash equivalents or under-
lying asset position if:

(i) In the case of a short call or a
short put, the creditor is advised by
the customer that the required securi-
ties, assets or cash are held by a person
authorized to issue an escrow agree-
ment and the creditor independently
verifies that the appropriate escrow
agreement will be delivered by the per-
son promptly; or

(ii) In the case of a call issued, en-
dorsed, guaranteed, or sold on the same
day the underlying asset is purchased
in the account and the underlying
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asset is to be delivered to a person au-
thorized to issue an escrow agreement,
the creditor verifies that the appro-
priate escrow agreement will be deliv-
ered by the person promptly.

(b) Time periods for payment; cancella-
tion or liquidation—(1) Full cash pay-
ment. A creditor shall obtain full cash
payment for customer purchases—

(i) Within one payment period of the
date:

(A) Any nonexempted security was
purchased;

(B) Any when-issued security was
made available by the issuer for deliv-
ery to purchasers;

(C) Any ‘‘when distributed’’ security
was distributed under a published plan;

(D) A security owned by the cus-
tomer has matured or has been re-
deemed and a new refunding security of
the same issuer has been purchased by
the customer, provided:

(1) The customer purchased the new
security no more than 35 calendar days
prior to the date of maturity or re-
demption of the old security;

(2) The customer is entitled to the
proceeds of the redemption; and

(3) The delayed payment does not ex-
ceed 103 percent of the proceeds of the
old security.

(ii) In the case of the purchase of a
foreign security, within one payment
period of the trade date or within one
day after the date on which settlement
is required to occur by the rules of the
foreign securities market, provided
this period does not exceed the maxi-
mum time permitted by this part for
delivery against payment transactions.

(2) Delivery against payment. If a cred-
itor purchases for or sells to a cus-
tomer a security in a delivery against
payment transaction, the creditor shall
have up to 35 calendar days to obtain
payment if delivery of the security is
delayed due to the mechanics of the
transaction and is not related to the
customer’s willingness or ability to
pay.

(3) Shipment of securities, extension. If
any shipment of securities is incidental
to consummation of a transaction, a
creditor may extend the payment pe-
riod by the number of days required for
shipment, but not by more than one
additional payment period.

(4) Cancellation; liquidation; minimum
amount. A creditor shall promptly can-
cel or otherwise liquidate a transaction
or any part of a transaction for which
the customer has not made full cash
payment within the required time. A
creditor may, at its option, disregard
any sum due from the customer not ex-
ceeding $1000.

(c) 90 day freeze. (1) If a nonexempted
security in the account is sold or deliv-
ered to another broker or dealer with-
out having been previously paid for in
full by the customer, the privilege of
delaying payment beyond the trade
date shall be withdrawn for 90 calendar
days following the date of sale of the
security. Cancellation of the trans-
action other than to correct an error
shall constitute a sale.

(2) The 90 day freeze shall not apply
if:

(i) Within the period specified in
paragraph (b)(1) of this section, full
payment is received or any check or
draft in payment has cleared and the
proceeds from the sale are not with-
drawn prior to such payment or check
clearance; or

(ii) The purchased security was deliv-
ered to another broker or dealer for de-
posit in a cash account which holds
sufficient funds to pay for the security.
The creditor may rely on a written
statement accepted in good faith from
the other broker or dealer that suffi-
cient funds are held in the other cash
account.

(d) Extension of time periods; transfers.
(1) Unless the creditor’s examining au-
thority believes that the creditor is not
acting in good faith or that the credi-
tor has not sufficiently determined
that exceptional circumstances war-
rant such action, it may upon applica-
tion by the creditor:

(i) Extend any period specified in
paragraph (b) of this section;

(ii) Authorize transfer to another ac-
count of any transaction involving the
purchase of a margin or exempted secu-
rity; or

(iii) Grant a waiver from the 90 day
freeze.

(2) Applications shall be filed and
acted upon prior to the end of the pay-
ment period, or in the case of the pur-
chase of a foreign security within the
period specified in paragraph (b)(1)(ii)
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of this section, or the expiration of any
subsequent extension.

[Reg. T, 61 FR 20394, May 6, 1996]

§ 220.9 Nonsecurities credit and em-
ployee stock ownership account.

(a) In a nonsecurities credit account
a creditor may:

(1) Effect and carry transactions in
commodities;

(2) Effect and carry transactions in
foreign exchange;

(3) Extend and maintain secured or
unsecured nonpurpose credit, subject
to the requirements of paragraph (b) of
this section; and

(4) Extend and maintain credit to em-
ployee stock ownership plans without
regard to the other sections of this
part.

(b) Every extension of credit, except
as provided in paragraphs (a)(1) and
(a)(2) of this section, shall be deemed
to be purpose credit unless, prior to ex-
tending the credit, the creditor accepts
in good faith from the customer a writ-
ten statement that it is not purpose
credit. The statement shall conform to
the requirements established by the
Board. To accept the customer’s state-
ment in good faith, the creditor shall
be aware of the circumstances sur-
rounding the extension of credit and
shall be satisfied that the statement is
truthful.

[Reg. T, 61 FR 20395, May 6, 1996]

§ 220.10 Omnibus account.
(a) In an omnibus account, a creditor

may effect and finance transactions for
a broker or dealer who is registered
with the SEC under section 15 of the
Act and who gives the creditor written
notice that:

(1) All securities will be for the ac-
count of customers of the broker or
dealer; and

(2) Any short sales effected will be
short sales made on behalf of the cus-
tomers of the broker or dealer other
than partners.

(b) The written notice required by
paragraph (a) of this section shall con-
form to any SEC rule on the
hypothecation of customers’ securities
by brokers or dealers.

[Reg. T, 61 FR 20395, May 6, 1996]

§ 220.11 Broker-dealer credit account.

(a) Permissible transactions. In a
broker-dealer credit account, a credi-
tor may:

(1) Purchase any security from or sell
any security to another creditor or per-
son regulated by a foreign securities
authority under a good faith agree-
ment to promptly deliver the security
against full payment of the purchase
price.

(2) Effect or finance transactions of
any of its owners if the creditor is a
clearing and servicing broker or dealer
owned jointly or individually by other
creditors.

(3) Extend and maintain credit to any
partner or stockholder of the creditor
for the purpose of making a capital
contribution to, or purchasing stock of,
the creditor, affiliated corporation or
another creditor.

(4) Extend and maintain, with the ap-
proval of the appropriate examining
authority:

(i) Credit to meet the emergency
needs of any creditor; or

(ii) Subordinated credit to another
creditor for capital purposes, if the
other creditor:

(A) Is an affiliated corporation or
would not be considered a customer of
the lender apart from the subordinated
loan; or

(B) Will not use the proceeds of the
loan to increase the amount of dealing
in securities for the account of the
creditor, its firm or corporation or an
affiliated corporation.

(5) Effect transactions for a customer
as part of a ‘‘prime broker’’ arrange-
ment in conformity with SEC guide-
lines.

(b) Affiliated corporations. For pur-
poses of paragraphs (a)(3) and (a)(4) of
this section ‘‘affiliated corporation’’
means a corporation all the common
stock of which is owned directly or in-
directly by the firm or general partners
and employees of the firm, or by the
corporation or holders of the control-
ling stock and employees of the cor-
poration and the affiliation has been
approved by the creditor’s examining
authority.

[Reg. T, 61 FR 20395, May 6, 1996]
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